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ABSTRACT 


Problem  Statement;  This  paper  investigates  the  factors  which  have  contributed 
to  the  decline  of  the  U.S.  shipbuilding  mobilization  base*  examines  current 
government  plans  and  policies  which  impact  the  industry,  and  proposes  several 
options  to  revitalize  shipbuilding  in  the  U.S. 

Findings / Conclusions :  Preservation  of  the  U.S.  shipbuilding  industry  is  a 
complex  problem  which  will  require  the  joint  cooperation  and  support  of  the 
federal  government,  shipbuilding  and  shipping  industries,  and  the  maritime 
labor  unions  to  solve.  The  leaders  of  government  and  the  American  public 
must  be  alerted  to  the  danger  of  permitting  the  shipbuilding  industry  to 
decay  any  further.  A  national  maritime  program  is  needed  which  will  adequately 
protect  the  U.S.  shipbuilding  industry  from  further  deterioration  caused  by 
several  factors  over  the  past  two  decades  and  aggravated  by  current  economic 
conditions.  The  priority  of  the  program  should  be  commensurate  with  its 
importance  to  national  security. 

Recommendations :  A  national  maritime  program  is  recommended  which  contains 

the  following  provisions: 

a.  The  U.S.  should  pursue  bilateral  and  multi-lateral  trade  agreements 
which  include  cargo  reservations  for  U.S.  built  flag  ships. 

b.  The  U.S.  should  promote  the  construction  of  naval  ships  for  sale  to  . 
allied  nations. 

c.  U.S.  shipping  companies  should  be  required  to  spend  a  prescribed 
percentage  of  their  construction  and  modernization  budget  in  U.S.  shipyards 
to  qualify  for  operating  differential  subsidies  and  cargo  reservations. 
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EXECUTIVE  SUMMARY 


A  strong  U.S.  shipbuilding  industry  is  a  necessary  element  of  the 
defense  mobilization  base.  However,  the  capabilities  of  the  U.S. 
shipbuilding  industry  have  been  reduced  over  the  past  decade  and  are 
projected  to  decline  even  further  due  to  foreign  competition  and  the 
overall  reduction  in  size  of  the  U.S.  merchant  marine  industry.  The  only 
constant  for  the  industry  has  been,  and  will  continue  to  be,  the  U.S. 

Navy  shipbuilding  and  repair  programs.  Shipyards  in  the  U.S.  cannot 
compete  with  foreign  shipyards  in  commercial  shipbuilding  and  repair 
industry  due  to  the  high  cost  of  the  U.S.  shipyards.  Current  estimates 
are  that  it  cost  two  to  three  times  as  much  to  build  or  repair  a  ship  in 
a  U.S.  shipyard  as  it  does  in  some  foreign  yards. 

If  the  current  trends  continue,  the  U.S.  shipbuilding  industry  may 
shrink  to  the  point  where  it  is  no  longer  adequate  for  meeting  mobil¬ 
ization  requirements.  This  study  examines  possible  initiatives  which 
could  be  undertaken  by  government  and  industry  to  ensure  that  the  U.S. 
retains  a  sufficient  shipbuilding  mobilization  base.  It  also  reviews  the 
history  and  status  of  the  industry  as  well  as  current  administration  and 
legislative  initiatives  impacting  shipbuilding.  The  incentives  and 
programs  used  by  foreign  governments  to  support  their  shipbuilding 
industries  are  examined  with  specific  emphasis  on  Japan,  South  Korea, 

West  Germany  and  Brazil.  Finally,  options  are  developed  and  evaluated 


which  might  be  undertaken  to  support  U.S.  shipbuilding.  These  include: 

a.  Construction  Differential  Subsidies.  Although  costly  to  the  U.S. 
government,  reinstituting  these  recently  eliminated  subsidies  could  pay 
the  difference  in  construction  costs  when  compared  to  the  foreign  market 
and  thereby  make  the  U.S.  industries  once  again  competitive. 

b.  Cargo  Preference  and  Construction  Modernization  Policies.  Many 
countries  are  supporting  their  shipping  industries  with  an  increasing 
number  of  bilateral  and  multi-lateral  trade  agreements  including  cargo 
reservation  clauses.  These  agreements  require  that  a  specified 
percentage  of  the  cargo  be  carried  in  ships  flying  the  flags  of  the 
signatories.  Actively  pursuing  such  policies  could  increase  the  demand 
for  U.S.  flag  ships  and  thereby  increase  shipyard  construction  and  repair 
work.  Construction  and  modernization  policies  could  be  tied  to  the 
bilateral  trade  and  preference  cargo  initiatives,  requiring  shipping 
companies  to  spend  a  prescribed  percentage  of  their  construction  and 
modernization  funds  in  U.S.  shipyards  to  receive  operating  subsidies,  or 
to  qualify  to  carry  preference  cargo. 

c.  Build  and  Charter,  and  Build  and  Lease/Lav-up.  Build  and 
charter,  and  build  and  lease/lay-up  are  other  means  of  financing 
construction  of  support  ships  for  the  Navy  or  ships  for  the  merchant 
marine.  When  construction  is  complete,  the  ships  could  be  chartered  to 
the  Navy  in  the  case  of  build  and  charter,  or  to  private  companies  in  the 
case  of  build  and  lease.  If  there  were  no  market  for  a  ship  constructed 
under  a  build  and  lease  program,  it  would  be  placed  in  the  Ready  Reserve 
Fleet  to  be  recalled  during  mobilization. 

d.  Lay-up  and  Preservation  of  Shipyard  Facilities.  As  shipyards 


close  due  to  unfavorable  overseas  practices  and  accelerated  by  current 
economic  conditions,  critical  facilities  such  as  machine  shops,  piers, 
drydocks,  and  building  ways  will  be  lost.  The  government  could 
intervene,  purchase  a  facility  which  has  been  designated  as  critical  to 
the  mobilization  base  and  mothball  it  against  further  contingencies, 
either  in  its  entirety  or  in  part.  Alternatively,  the  government  could 
pay  a  new  owner  to  maintain  certain  critical  portions  of  the  facility. 

e.  Foreign  Military  Sales.  The  U.S.  government  could  increase  its 
pursuit  of  foreign  shipbuilding  contracts  for  surface  combatants  to  be 
built  in  the  U.S.  Because  of  the  excellent  reputation  of  the  U.S.  and 
its  technical  expertise  in  combatant  ship  construction,  development  of 
small  combatants  specifically  for  foreign  sale  could  provide  a  larger 
share  of  the  foreign  naval  market  for  the  U.S.  shipbuilder. 
Recommendations . 

As  a  result  of  this  research,  the  authors  recommend  that  a  national 
maritime  program  be  adopted  to  revitalize  the  American  shipbuilding  and 
shipping  industries.  Such  a  national  program  should  include  the 
following  initiatives  which  would  preserve  the  shipbuilding  mobilization 
base : 

a.  First,  the  U.S.  should  pursue  bilateral  and  multi-lateral  trade 
agreements  which  include  cargo  reservations  for  U.S.  built  flag  ships. 

b.  Second,  the  U.S.  should  promote  the  construction  of  naval  ships 
for  sale  to  allied  nations.  An  innovative  design  and  prototype 
development  for  a  small  frigate  or  corvette  which  could  be  serially 
produced  in  large  numbers  should  be  initiated  by  the  Navy. 

c.  Third,  U.S.  shipping  companies  should  be  required  to  spend  a 


prescribed  percentage  of  their  construction  and  modernization  budget  in 
U.S.  shipyards  in  order  to  qualify  for  operating  differential  subsidies 
and  cargo  reservations. 


CHAPTER  I 


INTRODUCTION 


Purpose 


America's  foremost  naval  strategist,  Rear  Admiral  Alfred  Thayer 
Mahan,  stated  more  than  a  century  ago  that  "A  nation's  maritime  commerce 
strength  in  peacetime  is  the  most  telling  indication  of  its  overall 
endurance  during  war."^  A  nation's  maritime  commerce  strength  consists 
of  its  merchant  marine,  shipbuilding  industry,  and  ports  and  harbors. 

This  paper  will  focus  on  America's  shipbuilding  industry.  In  support  of 
mobilization,  the  nation's  shipyards  would  be  required  to  reactivate 
ships  in  the  National  Defense  Reserve  Fleet  (NDRF),  repair  battle  damaged 
ships,  make  voyage  repairs,  and,  if  hostilities  continued  for  an  extended 
period,  build  additional  merchant  and  naval  ships.  Recently,  the  U.S. 
shipbuilding  base  has  been  shrinking  to  the  point  where  it  may  no  longer 
be  able  to  accomplish  its  mission  during  mobilization.  The  purpose  of 
this  paper,  therefore,  is  to  recommend  actions  which  could  be  taken  to 
minimize  this  risk  during  mobilization  by  maintaining  an  adequate 
shipbuilding  capability. 

World  War  II  Shipbuilding  Base 


While  Mahan's  maxim  is  no  less  true  today  than  it  was  in  the 


nineteenth  century,  the  maritime  commerce  strength  of  the  United  States 
has  been  in  a  state  of  decline  since  the  end  of  World  War  IT  when  this 
country  was  the  unrivaled  world  leader  in  sea  power  and  maritime  strength. 


The  remarkable  success  of  the  American  shipbuilding  industry  in 

meeting  the  demand  for  merchant  and  naval  ships  during  World  War  IT 

serves  as  an  appropriate  background  for  considering  the  importance  of 

preserving  the  shipbuilding  base  in  the  1980's.  Fortunately  for  the 

Allies,  expansion  of  the  shipbuilding  industry  in  the  United  States  had 

begun  prior  to  the  outbreak  of  war.  Under  the  Merchant  Marine  Act  of 

1936,  a  program  was  adopted  to  build  50  ships  a  year  over  a  period  of  10 

2  ... 

years  to  renovate  the  dry  cargo  fleet.  Actual  mobilization  of  the 
shipbuilding  industry  began  in  1938.  President  Roosevelt  proposed  and 

Congress  approved  a  program  to  expand  the  naval  fleet  by  70  percent  by 

3 

the  mid  1940's.  Mobilization  was  further  stimulated  when  the  Battle 

of  the  Atlantic  produced  a  growing  demand  for  merchant  ships  from  the 

British  to  replace  those  sunk  by  Axis  U-boats.  In  order  to  meet  this 

demand, a  relatively  austere  cargo  ship  design  was  adopted  for  large  scale 

production  in  U.S.  shipyards.  Those  ships,  which  were  later  known  as 

Liberty  Ships,  became  the  backbone  of  the  logistic  bridge  across  the 
.  .  4 

Atlantic  and  Pacific  Oceans. 

While  the  naval  shipbuilding  program  relied  primarily  on  existing 
Navy  and  private  shipyards,  the  merchant  shipbuilding  program  depended  on 
nineteen  new  shipyards  which  were  built  during  the  mobilization  period. 
Nine  of  the  new  shipyards  were  devoted  exclusively  to  the  construction  of 
Liberty  Ships. ^  The  cooperation  between  the  Navy  and  the  Maritime 
Commission  in  allocating  resources  for  naval  and  merchant  shipbuilding 
was  a  critical  factor  in  achieving  maximum  productivity  during  this  rapid 
expansion  period.  The  shipbuilding  industry  was  aecond  only  to  the 
aircraft  industry  in  the  value  of  output  during  the  war  years.  From  July 


2. 


1940  through  August  1945,  the  United  States  built  127,255  ships  of  all 
types. ^  Figure  1  lists  these  ships  by  category. 

The  production  of  the  large  number  of  Liberty  Ships  was  the  result  of 
standardization,  modular  construction,  and  zone  outfitting  (methods  which 
have  been  adopted  and  perfected  by  Japanese  shipyards  after  the  war).  As 
a  result  of  these  innovative  shipbuilding  techniques,  a  critical 
crossover  point  was  reached  by  May  1942  when  tonnage  of  merchant  ship 
construction  first  exceeded  that  sunk  by  the  enemy  during  the  same 
month. ^  At  peak  production,  Liberty  Ships  were  being  launched  within 

g 

seventeen  days  after  the  keel  was  laid. 

By  the  end  of  the  war  the  U.S.  owned  4,861  seagoing  merchant  ships 

with  a  combined  displacement  of  35,363,598  gross  tons,  or  about  half  of 

the  world  merchant  ship  tonnage.  In  order  to  dispose  of  the  excess 

tonnage,  ships  were  sold  for  a  limited  time  to  citizens  as  well  as 

foreigners  under  the  Ship  Sales  Act  of  1946.  Liberty  Ships,  for  example, 

9 

were  sold  for  less  than  one-third  of  their  estimated  prewar  cost.  As 
a  result  of  this  over-supply  of  merchant  ships,  several  of  the  forty-one 
major  U.S.  shipyards  which  had  been  essential  to  the  wartime  production 
were  closed  soon  after  the  end  of  the  war.^  The  U.S.  continued  to 
rely  on  its  large  fleet  of  merchant  ships  which  were  built  during  the  war 
for  many  years  and  maintained  insufficient  commercial  shipbuilding  to 
replace  many  of  these  ships  with  more  modem  designs. 

Although  the  total  output  of  U.S.  shipyards  during  World  War  II  was 
truly  amazing,  it  must  be  remembered  that  shipbuilding  expansion  and 
mobilization  began  several  years  prior  to  Pearl  Harbor.  It  is  no  longer 
realistic  to  assume  that  a  similar  period  of  time  will  be  available  for 
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SHIPS  BUILT  IN  U.S.  SHIPYARDS 
1  JULY  1940  TO  31  JULY  1945 11 


Naval  Ships 

Number 

Displacement  (000* s  Tons) 

Combatants 

1201 

3560 

Landing  Vessels 

64546 

2905 

Patrol  6  Mine  Craft 

2761 

532 

Auxiliaries 

678 

820 

Maritime  Commission  Ships 

Number 

Dead  Weight  Tons  (000' s) 

Standard  Cargo 

479 

4701 

Liberty  Ships 

2686 

28947 

Victory  Ships 

351 

3809 

Other  Dry  Cargo 

297 

1395 

Standard  Tankers 

700 

10747 

Attack  Transport  (APA) 

174 

941 

Attack  Cargo  (AKA) 

84 

495 

Other  Military 

351 

1377 

Figure  1 


mobilization  of  the  American  shipbuilding  industry  prior  to  any  future 
major  war.  The  shipbuilding  base  must  be  maintained  during  peacetime  to 
provide  endurance  during  war,  to  paraphrase  Admiral  Mahan. 

Current  Shipbuilding  Base 

Currently,  there  are  twenty-nine  ships  in  the  Ready  Reserve  Fleet 

(RRF)  and  171  snips  in  the  National  Defense  Reserve  Fleet  (NDRF).  Ships 

in  the  RRF  are  maintained  at  a  sufficient  level  of  readiness  so  that  they 

12  . 

can  be  activated  within  five  to  ten  dav9.  Although  ships  in  the  NDRF 
are  supposed  to  be  available  within  thirty  to  ninety  days  of  the  first 
demand,  their  age  and  material  condition  significantly  diminishes  the 
probability  of  meeting  this  requirement. 

It  has  been  stated  that  twenty-six  major  shipyards  in  the  U.S.  form  a 
sufficient  industrial  base  to  satisfy  this  country's  mobilization  and 
wartime  requirements.^  But,  as  a  national  industry,  shipyard 
capabilities  have  been  drastically  reduced  over  the  past  decade  and  are 


A. 


projected  to  contract  even  more  in  the  future  due  to  foreign  competition 
and  the  reduction  in  the  size  of  the  U.S.  merchant  marine  industry.  The 
only  constant  throughput  for  the  industry  has  been,  and  will  continue  to 
be,  the  U.S.  Navy  shipbuilding  and  repair  programs.  As  currently 
planned,  increasing  the  size  of  the  U.S.  Navy  will  provide  adequate  new 
construction  for  only  ten  or  twelve  shipyards  in  this  country.  Also  the 
full  impact  of  this  expansion  will  not  be  felt  by  the  industry  for 
another  two  to  three  years.  Based  on  current  budget  deficits,  the 
probability  of  this  program  being  fully  implemented  is  in  doubt. 
Meanwhile,  the  U.S.  merchant  fleet  has  dwindled  to  below  600  ships,  less 
than  half  the  1,300  vessels  steaming  in  the  early  1950's.  Although  the 
U.S.  is  the  world's  leading  trading  country,  the  U.S.  merchant  fleet 
carries  less  than  four  percent  of  its  trade.  The  shrinking  U.S.  merchant 
marine  has  been  a  major  factor  in  the  decline  of  the  U.S.  shipbuilding 
and  ship  repair  industry.  Without  the  ships,  how  can  shipyards  survive? 

A  strong  national  defense  posture  requires  (1)  a  powerful  naval 
fleet,  (2)  a  merchant  fleet  composed  of  the  proper  type  ship  mix  capable 
of  satisfying  various  sea-lift  scenarios,  and  (3)  an  adequate 
shipbuilding  and  ship  repair  industrial  base  to  support  the  first  two 
items.  The  preservation  of  an  adequate  shipbuilding  and  ship  repair 
industrial  base  is  substantially  dependent  upon  orders  tor  new  ship 
construction  and  enough  ships  in  the  U.  S.  naval  and  merchant  fleets  to 
provide  an  adequate  repair  workload  during  periods  of  peace.  These 
prerequisites  are  not  being  fulfilled.  If  no  action  is  taken  in  the  near 
future  to  reverse  these  trends,  the  U.S.  will  be  at  a  distinct 
disadvantage  in  the  event  of  war.  One  picture  is  worth  a  thousand  words 


and  figure  2  clearly  depicts  the  current  state  of  the  ship  repair 
industry  in  this  country.  Bethlehem  Steel's  Baltimore  yard  was  one  of 
the  major  ship  repair  yards  on  the  east  coast.  Our  shipbuilding  and  ship 
repair  industry  is  in  trouble:  a  fact  that  has  been  known  for  several 
years. 

Trends  in  U.S.  Shipbuilding 

After  the  Vietnam  War,  naval  ship  construction  contracts  were  reduced 
to  a  minimum  level.  The  commercial  merchant  ship  market  rapidly  dwindled 
as  foreign  shipbuilders  offered  prices  significantly  below  those  prices 
offered  by  American  shipyards.  The  1970's  was  a  devastating  decade  for 
the  U.S.  shipbuilding  industry  which  suffered  a  major  decline  from  once 
being  one  of  the  world  leaders  in  shipbuilding.  The  trends  in  the  U.S. 
shipbuilding  industry  for  naval  and  merchant  vessel  construction  and 
shipyard  work  force  are  clearly  shown  in  figures  3  through  6. 

Many  reasons  can  be  hypothesized  for  the  reduced  shipyard  requirement 
in  the  United  States,  but  the  primary  reason  is  that  the  United  States 
cannot  compete  economically  with  the  foreign  market  for  construction  and 
repair  of  our  merchant  fleet.  Currently,  a  new  merchant  ship  can  be 
constructed  in  the  foreign  market  for  approximately  one-third  to  one-half 
of  the  U.S.  cost,  and  repair  contracts  show  equivalent  savings  for  the 
shipping  companies.  In  addition,  foreign  registry  enables  owners  to 
build  ships  abroad  at  lower  prices  and  to  benefit  from  low  interest  loans 
from  foreign  governments.  The  ships  can  be  manned  by  less  expensive 
foreign  crews,  and  the  vessels  are  not  subject  to  either  American  tax 
laws  or  strict  American  safety  standards.  A  crucial  question  is  whether 
the  U.S.  can  depend  upon  these  foreign  flag  ships  in  the  event  of  war. 
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For  sale: 

Bethlehem’s 

Ship  Repair  \brd  on 

Baltimore’s  Inner  Harbor. 

Bethlehem  s  Key  Highway  Shipyard, 
in  Baltimore  Harbor,  is  offered  for  sale  to 
persons  desiring  to  continue  to  operate  the 
facility  as  a  ship  repair  yard.  This  facility 
is  not  for  sale  at  this  time  as  property  for  real 
estate  development.  Inquiries  to  purchase 
on  a  going-concern  basis  should  be  made 
no  later  than  November  30, 1982. 


Source:  Maritime  Reporter  and  Engineering  News.  15  November  1982.  p.  49. 
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It  is  the  opinion  of  the  authors  that  such  a  policy  in  a  world  of  fast 
changing  political  alliances,  where  today's  allies  may  not  be  prepared  to 
assist  during  tomorrow's  crises,  presents  too  great  a  risk  and  should  not 
be  a  cornerstone  of  IKS.  defense  policy. 
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CHAPTER  IT 


ADMINISTRATION,  POLICY  AND  LEGISLATIVE  SUPPORT 
Previous  Administrative  Programs 

When  campaigning  for  the  Presidency  in  1980,  President  Reagan  pledged 

support  for  the  maritime  industry  which  would  preserve  the  shipbuilding 

mobilization  base  through  naval  and  commercial  shipbuilding  programs. 

Whereas  the  naval  building  program  has  been  expanded,  other  actions  have 

weakened  the  shipbuilding  industry.  The  Construction  Differential 

Subsidy  (CDS)  and  the  Operating  Differential  Subsidy  (ODS)  programs, 

which  compensate  shipowners  for  the  higher  costs  of  building  ships  in 

U.S.  shipyards  and  operating  ships  with  U.S.  crews  respectively,  are 

undergoing  changes  not  conducive  to  strengthening  U.S.  shipyards.  While 

other  nations  are  increasing  their  subsidy  programs,  the  U.S.  is  reducing 

or  eliminating  its  subsidy  programs.  Congress  approved  a  trial  program 

in  Fiscal  Year  1982  that  allowed  ship  owners  to  build  ships  in  foreign 

yards  without  loss  of  their  operating  subsidies.  The  administration  has 
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said  that  it  supports  an  extension  of  this  change.  Under  this 
policy,  the  Maritime  Administration  has  approved  operating  subsidies  for 
ships,  which  six  U.S.  shipping  lines  plan  to  build  overseas  at  a  combined 
cost  of  more  than  $600  million.  This  was  in  addition  to  previously 
approved  plans  by  subsidized  U.S.  flag  carriers,  including  U.S.  Lines,  to 
purchase  fourteen  new  container  vessels  from  South  Korea  yards  for  $780.5 


The  bottom  line  is  money-  It  is  more  expensive  to  build  a  ship  in 
the  U.S.  and  more  expensive  to  man  ships  with  American  crews.  Action 
must  be  initiated  to  revitalize  the  U.S.  shipbuilding  and  ship  repair 
industry.  A  primary  reason  for  the  lack  of  cost  competitiveness  on  the 
part  of  the  U.S.  shipbuilders  is  often  stated  as  the  failure  of  the 
industry  to  keep  abreast  of  modern  shipbuilding  techniques.  It  is  true 
that  when  a  company  cannot  foresee  that  a  profit  can  be  made  through 
capital  investment,  they  do  not  undertake  modernization.  Because  of  the 
slumping  commercial  market,  it  is  undoubtedly  true  that  many  shipbuilders 
have  facilities  which  need  to  be  upgraded.  But,  it  is  also  true  that 

over  $2.3  billion  has  been  spent  by  U.S.  shipbuilders  since  1971 

upgrading  facilities,  equipment,  techniques  and  procedures,  much  of  it  in 

the  larger  shipyards  which  depend  to  a  great  extent  on  the  U.S.  Navy 
where  a  continuing  profit  can  be  anticipated.^  Also,  several  U.S. 
shipyards  have  worked  closely  with  the  Japanese  to  determine  how  they  can 
benefit  from  Japanese  methods.  Therefore,  simply  saying  that  U.S. 
shipbuilders  are  not  competitive  because  they  have  failed  to  modernize, 
or  that  if  they  would  increase  plant  productivity  business  would  return, 
will  not  solve  the  problems  of  the  industry.  Aggressive  government  and 
industry  actions  are  needed  if  an  adequate  U.S.  shipbuilding  base  is  to 
be  retained  to  meet  mobilization  requirements.  The  necessary  industry 
actions  will  not  occur  unless  the  government  acts  first  through 
establishment  of  a  comprehensive  policy  committed  to  the  retention  of  a 
strong  merchant  marine  and  shipbuilding  capability.  Such  a  step  is 
possible.  As  Dr.  H.  Shinto,  a  Japanese  shipbuilding  engineer  and 
executive  said,  MOnly  America  has  the  resources  to  surpass  Japan  in 
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shipbuilding,  I  mean  large  numbers  of  intelligent  people. 

It  is  known  that  the  Navy  will  requires  significantly  fewer  than  the 

existing  twenty-six  shipbuilding  yards  and  that  more  yards  would  be 
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required  to  support  mobilization.  The  purpose  of  this  study, 
however,  is  not  to  quantify  the  number  of  U.S.  shipyards  necessary  to 
support  mobilization;  therefore,  no  attempt  will  be  made  to  define  an 
exact  number,  as  other  more  detailed  studies  are  currently  in  progress 

within  the  Department  of  Defense  which  have  this  as  their  primary 

19  ... 

purpose.  Rather,  the  thrust  of  this  study  is  to  suggest  ideas  for 

both  legislative  and  industry  enactment  which  can  be  used  to  stimulate 

and  hence  preserve  the  U.S.  shipbuilding  industry. 

Administration  policy 

Based  on  comments  made  by  President  Reagan  p  ^or  to  entering  the 
White  House,  the  slumping  U.S.  shipbuilding  industry  anticipated  improved 
market  conditions  under  the  new  administration.  In  19S0,  Mr.  Reagan 
stated : 


"It  is  essential  that  sufficient  naval  and  commercial 
shipbuilding  be  undertaken  to  maintain  the 
irreplaceable  shipbuilding  mobilization  base.  Without 
this  nucleus  of  trained  workers  and  established 
production  facilities,  we  can  never  hope  to  meet  any 
future  challenge  to  our  securi ty ....  Should  our 
shipbuilding  capability  continue  to  decline,  America’s 
mobilization  potential  will  be  seriously  undermined 
because  a  large  reduction  in  a  skilled  shipbuilding 
workforce  today  makes  any  increase  tomorrow  very 
difficult.  This  is  a  dangerous  threat  to  our  national 
security,  jobs  and  a  key  U.S.  indus try . "20 


After  two  years  of  the  Reagan  administration,  the  initial  industry 
optimism  has  not  only  faded,  but  it  has  also  been  replaced  by  a  feeling 
of  despair  within  large  segments  of  the  industry.  Although  there  has 
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been  an  increase  in  the  naval  ship  construction  program  as  the  Navy  plans 
for  600  ships,  administration  policy  and  legislative  initiatives 
supportive  of  U.S.  shipbuilding  have  not  been  forthcoming.  Rather,  the 
thrust,  has  been  supportive  of  U.S.  ship  owners  and  operators  and 
generally  detrimental  to  the  shipbuilder. 

Legislative  Actions 

Several  specific  examples  of  policies  and  legislative  actions  which 
have  been  detrimental  to  the  U.S.  shipbuilding  industry  are  considered 
worthy  of  note: 

a.  Construction  Differential  Subsidies  (CDS)  were  deleted  from  the 
FY  1982  budget  and  are  not  expected  to  be  reinstated. 

b.  In  Section  1610  of  the  Omnibus  Budget  Reconciliation  Act  of  1981, 
Congress  authorized  U.S.  operators  to  build  or  rebuild  ships  in  foreign 
shipyards  while  retaining  operating  differential  subsidies.  This  action 
was  effective  through  September  30,  1982. 

c.  Senate  Bill  S-2336,  considered  during  the  "lame  duck”  session  of 
the  97^  Congress,  would  have  extended  the  authority  to  build  or 
rebuild  ships  in  foreign  yards  for  two  years,  and  would  have  extended 
operating  differential  subsidies  to  existing  vessels  acquired  abroad  and 
re  flagged  in  the  U.S.  Although  recommended  in  the  Joint  Conference 
Report,  this  measure  was  not  passed.  Similar  measures  are  expected  to  be 
reintroduced  during  the  98^  Congress. 

d.  Senate  Bill  S-2336  also  would  have  permitted  the  use  of 
tax-deferred  Capital  Construction  Funds  in  conjunction  with  overseas 
construction.  Previously,  these  funds  could  be  used  for  U.S. 
construction  only.  This  measure  was  not  recommended  by  the  Joint 
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Conference;  however,  similar  proposals  are  again  expected  during  the 
present  session  of  Congress. 

e.  The  Reagan  administration  is  firmly  committed  to  the  support  of 

"free  trade"  and  opposed  to  entering  into  trade  agreements  which  contain 

cargo  reservation  schemes  under  which  a  set  percentage  of  cargo  would  be 

required  to  be  carried  in  U.S.  flag  ships.  In  this  regard,  the  U.S.  is 

not  expected  to  sign  the  United  Nations  Conference  on  Trade  and 

Development  (UNCTAD)  Code  of  Liner  Conduct  which  allocates  trade  at  forty 
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percent  for  each  of  the  two  parties  to  a  bilateral  trade  agreement. 

Therefore,  although  "There  is  the  myth  of  open  markets  in  international 

shipping,  the  U.S.  is  alone  in  extending  free  access  to  its  trade 

22 

routes . " 

f.  House  Bill  HR-5777  introduced  during  the  97C^  Congress, 
although  not  enacted,  would  have  limited  the  imposition  of  the  fifty 
percent  duty  on  U.S.  flag  ship  repairs  and  improvements  accomplished  in 
foreign  shipyards,  except  those  of  an  emergency  nature. 

One  piece  of  legislation  favorable  to  and  supported  by  U.S. 
shipbuilders,  was  introduced  during  the  97^  Congress  by  Congresswoman 
Lindy  Boggs  of  Louisiana  and  over  forty  co-sponsors.  This  was  the 
Competitive  Shipping  and  Shipbuilders  Act  of  1982,  HR-6979.  This  Bill 
would  have  required  that  five  percent  of  all  bulk  commodities  imported  or 
exported  from  the  U.S.  be  carried  in  U.S.  built  vessels  in  1983,  and 
would  further  increase  this  percentage  by  one  percent  per  year  to  a 
minimum  of  twenty  percent.  Unfortunately,  the  session  ended  with  this 
bill  still  in  the  House  Committee  on  Merchant  Marine  and  Fisheries,  but 
it  is  expected  to  be  reintroduced  during  the  present  session  of 
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Congress.  Chances  for  passage  will  probably  be  less  during  this  session 
than  they  were  during  the  97th  Congress  because  of  House  rules  changes 
which  will  bring  the  measure  for  consideration  to  the  Ways  and  Means 
Committee  instead  of  to  the  more  sympathetic  Merchant  Marine  and 
Fisheries  Committee. 

The  frustration  and  sense  of  betrayal  felt  by  members  of  the  U.S. 

shipbuilding  industry  was  recently  expressed  by  Mr.  E.  M.  Hood,  President 

of  the  Shipbuilders  Council  of  America,  when  he  stated,  "Administration 

officials  speak  with  a  forked-tongue :  there  is  no  uniformity  or  cohesion 

in  the  postulation  of  national  policies  affecting  the  maintenance  of  a 

shipbuilding  base  which  is  an  unquestioned  essential  national 
23 

asset."  Currently  there  has  been  no  official  policy  statement  by  the 
administration  regarding  the  U.S.  shipbuilding  industry,  and  it  appears 
that  no  action  is  planned  in  the  near  future  to  support  retentior  of  the 
shipbuilding  mobilization  base. 
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CHAPTER  III 


FREE  WORLD  SHIPBUILDING  POLICY 

General 

To  better  understand  the  predicament  of  the  American  shipbuilding 
industry,  it  is  useful  to  examine  the  shipbuilding  industries  of  other 
nations  which  are  in  competition  in  the  world  market.  The  importance  of 
a  strong  national  merchant  marine  has  led  the  governments  of  many 
industrialized  and  developing  countries  to  provide  substantial  direct  or 
indirect  aid  to  their  domestic  shipbuilding  industries.  The  form  of  this 
support  varies  from  country  to  country  but  generally  it  includes  one  or 
more  of  the  following: 

Construction  subs idies 

Allowances  for  scrapping  ships  that  are  no  longer  economical 
Interest  rate  subsidies 
Accelerated  depreciation  rates 

Tax  free  import  of  material  used  in  ship  construction 
Cargo  preference  in  bilateral  trade  agreements 
Cargo  restriction  for  domestic  trade 

Laws  requiring  domestically  built  national  flag  ships 
Of  the  twenty  leading  shipbuilding  countries,  four  (Japan,  West 
Germany,  South  Korea  and  Brazil)  are  discussed  in  this  paper  to 
demonstrate  the  degree  of  government  aid  that  is  provided  in  the  foreign 
shipbuilding  industry.  Japan  and  West  Germany  are  two  leading 


industrialized  countries  with  well  established  shipbuilding  industries; 
whereas,  Korea  and  Brazil  are  representat ive  of  several  developing 
countries  which  have  become  world  leaders  in  shipbuilding  within  the  past 
ten  to  fifteen  years  through  strong  governmental  support. 

Japan 

Japan,  an  island  nation,  has  always  maintained  a  strong  interest  in 

shipping  and  shipbuilding.  The  Japanese  shipbuilding  industry  is  the 

largest  in  the  world.  Typical  of  most  maritime  nations,  the  Japanese 

government  provides  loans  to  domestic  shipbuilders  for  new  ships  sold  to 

domestic  owners.  Credit  coverage  is  provided  by  joint  government  and 

commercial  bank  financing,  with  the  Japanese  Development  Bank 

contributing  fifty  to  sixty  percent  of  the  loan  depending  on  the  type  of 

ship.  Repayment  at  low  interest  rates  over  ten  years  with  a  three  year 

grace  period  is  the  typical  agreement.  Domestic  owners  are  also  allowed 

to  depreciate  ships  at  a  higher  than  standard  rate  (fifteen  percent) 
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during  the  first  year. 

To  maintain  its  competitive  position  in  the  world  market,  loans  of  up 
to  eighty  percent  of  the  price  of  export  ships  are  also  available  to 
shipbuilders.  The  Export-Import  Bank  of  Japan  contributes  forty-five 
percent  and  commercial  banks  contribute  the  remaining  amount  of  the  loans 
which  are  repayable  over  eight  and  a  half  years  at  an  attractive  interest 
rate.  Even  more  favorable  financing  has  been  made  available  to 
developing  countries  through  the  Japanese  Overseas  Economic  Cooperative 
Fund.  For  example,  in  return  for  a  seven  ship  order  in  1979,  Pakistan 
was  granted  an  $81  million  dollar  loan  to  be  repaid  over  thirty  years 
with  a  ten  year  grace  period  and  at  an  annual  interest  rate  of  three  and 
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one-half  percent.  A  government  sponsored  group  insurance  plan 
underwrites  the  commercial  and  political  risks  to  the  builders  associated 
with  loans  to  foreign  owners. 

To  counter  the  effect  of  a  worldwide  depression  in  the  shipbuilding 

industry,  the  Japanese  government  has  developed,  in  cooperation  with 

domestic  shipbuilders,  innovative  programs  to  address  the  current  excess 

in  building  capacity.  Under  a  1979  law,  the  government  and  shipbuilding 

interests  have  contributed  equal  shares  to  a  fund  to  purchase  surplus 

land  and  facilities  from  shipyards  which  are  no  longer  competitive.  The 

shipbuilding  industry  is  involved  in  deciding  how  to  best  dispose  of 

these  facilities.  The  Japanese  government  has  also  provided  funds  for 

capital  investment  to  shipyards  which  are  being  converted  to  other  types 

of  industries.  A  two  year  tax  exemption  was  granted  to  businesses  on  ten 

percent  of  company  investments  that  were  used  to  convert  shipyards  in 

1979.  The  Japanese  government  has  also  made  loans  available  at  low 

interest  rates  to  assist  small  shipyards  and  subcontractors  that  have 
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suffered  under  the  current  economic  conditions. 

Finally ,  to  further  stimulate  the  shipbuilding  industry,  the 
government  has  sponsored  a  program  to  promote  scrapping  of  domestic  and 
foreign  ships  which  are  no  longer  economical  to  operate.  Under  this 
program,  shipyards  receive  government  subsidies  which  decrease  the 

difference  between  the  cost  of  scrapping  ships  and  the  value  of  scrapped 
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materials. 

West  Germany 

Like  Japan,  West  Germany  is  also  strongly  committed  to  maintaining 
modern  and  competitive  shipping  and  shipbuilding  industries  despite  the 
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depressed  world  market.  The  German  government  offers  a  twelve  and 

one-half  percent  construction  subsidy  to  domestic  owners  for  ships  to  be 

used  in  international  trade.  Subsidies  are  also  available  for  first  time 

reconstruction  and  for  conversion  of  ships  to  diesel  propulsion.  In 

addition,  the  government  provided  interest  free  loans,  called  "financial 

contributions",  to  owners  from  1979  to  1981.  These  loans  were  intended 

to  promote  new  ship  construction  by  lowering  overall  interest  rates  by 

28 

two  and  one-half  percent. 

Also,  like  the  Japanese,  the  German  government  has  authorized  a 

special  depreciation  rate  of  forty  percent  of  the  ship's  price  over  the 

first  five  years,  including  the  year  of  construction.  In  addition,  new 

seagoing  ships  are  exempt  from  the  national  value  added  tax,  and  customs 
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duties  are  waived  on  imported  materials  used  for  shipbuilding. 

To  assist  shipbuilders  in  the  increasingly  competitive  world  market, 

the  government  makes  loans  available  and  grants  interest  rate  subsidies 

to  finance  export  ships.  As  is  the  case  in  many  countries,  loans  can  be 

secured  for  twenty  percent  of  the  purchase  price  of  the  ship.  Repayment 

extends  over  eight  and  one-half  years  with  interest  rites  as  much  as  two 

percentage  points  below  the  market  rate.  In  the  event  loans  cannot  be 

secured  from  the  usual  sources,  the  four  German  coastal  states  will 

provide  credit  guarantees  for  construction  in  local  shipyards.  Finally, 

Germany  reserves  coastal  shipping  for  its  own  flag  ships  and  has 

negotiated  bilateral  trade  agreements  that  include  cargo  preferences  with 

30 

the  Ivory  Coast  and  Brazil. 

South  Korea 

South  Korea  allocated  a  significant  amount  of  its  national  resources, 
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one  billion  dollars,  to  shipbuilding  from  1977  to  1981,  and  has  rapidly 
developed  as  a  leader  among  the  maritime  nations  of  the  world. 

Government  subsidies  and  attractive  loans  have  been  granted  to  both  ship 
owners  and  builders.  National  policy  dictates  that  Korean  flag  ships  be 
built  whenever  possible  in  domestic  shipyards.  Exceptions  are  made  only 
for  ship  designs  which  are  beyond  the  current  technical  capability  of 
South  Korean  shipbuilding,  such  as  liquified  natural  gas  (LNG)  carriers. 
Government  loans  of  up  to  ninety  percent  of  the  total  ship  costs  are 
available  to  domestic  owners.  Owners  are  granted  operating  subsidies  and 
are  insured  against  incurring  losses  while  operating  on  government 
approved  shipping  routes.^ 

Loans  of  up  to  eighty  percent  of  the  cost  of  export  ships  are 
available  through  co-financing  arrangements  with  the  Export-Import  Bank 
of  Korea  and  commercial  banks.  Loan  repayment  is  scheduled  over  an  eight 
year  period  at  an  annual  interest  rate  of  less  than  ten  percent,  and 
includes  a  grace  period  of  two  years.  To  further  assist  the  shipbuilding 
industry,  the  South  Korean  government  discounts  the  price  of  steel  used 
for  construction  of  export  ships  and  reduces  even  further  the  cost  of 

steel  for  Korean  flag  ships.  Finally,  as  in  the  case  of  other  countries, 
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import  duties  are  waived  for  material  used  in  shipbuilding. 

Brazil 

In  the  past  two  decades,  Brazil  has  become  one  of  the  most  successful 
shipbuilding  countries  in  the  free  world.  Having  enjoyed  a  high 
government  priority,  the  shipbuilding  industry  has  expanded  by  over  seven 
hundred  percent  since  1960.  Like  South  Korea,  the  government  of  Brazil 
has  adopted  a  policy  that  Brazilian  merchant  ships  will  be  built  in 
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domestic  shipyards,  with  only  a  few  exceptions*  The  goal  of  a  recent 


shipbuilding  plan  was  to  add  one  billion  dollars  worth  of  ships  annually 
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to  the  national  fleet  until  1985. 

A  twenty  percent  tax  has  been  levied  by  the  national  government  on 

imported  freight  as  well  as  freight  carried  by  coastal  shipping  to  help 
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finance  the  expansion  and  modernization  of  the  merchant  fleet.  The 

government  subsidizes  about  thirty  percent  of  the  cost  of  merchant  ships 

purchased  by  Brazilian  owners  in  order  to  bring  domestic  shipbuilding 

prices  into  line  with  price*  on  the  world  market.  Brazilian  owners  are 

also  able  to  obtain  government  loan  credits  for  up  to  eighty-five  percent 

of  the  cost  of  ships.  These  loans  are  repayable  over  twelve  years  at 
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twelve  and  one-half  percent  annual  interest. 

Although  government  subsidies  for  export  ships  were  abolished  in 

1979,  the  devaluation  of  Brazilian  currency  has  helped  to  make  Brazilian 

shipyards  competitive  in  the  world  market.  Financing  of  up  to 

eighty-five  percent  of  the  cost  of  export  ships  is  available  through  the 

Bank  of  Brazil  with  repayment  up  to  ten  years  at  an  attractive  annual 

interest  rate.  The  Brazilian  government  waives  all  sales  and  excise 

taxes  on  ships,  and  grants  rebates  for  taxes  paid  on  engine  and  marine 
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equipment  used  in  ship  construction. 

Brazil  has  negotiated  trade  agreements  which  include  provisions  for 

cargo  preference  with  a  number  of  South  American  and  European  countries, 

as  well  as  the  United  States.  Domestic  coastal  trade  is  reserved  for 
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national  flag  ships  unless  otherwise  authorized.  Brazil  offers  the 
best  example  of  how  a  developing  country  is  able  to  establish  a  position 
among  the  leading  shipbuilding  countries  of  the  world  through  legislation 


and  protectionist  financing  methods,  and,  above  all,  national 
38 

commitment . 

From  the  preceding  discussion,  it  is  evident  that  the  shipbuilding 
industries  of  these  four  countries  are  supported  to  a  considerable  extent 
by  various  direct  and  indirect  forms  of  government  assistance.  Our 
research  indicates  that  this  type  of  assistance  is  common  in  most  all 
maritime  nations.  For  the  American  shipbuilding  industry  to  be 
competitive  in  building  merchant  ships  for  the  world  market,  some  form  of 
government  assistance  must  be  included  as  an  element  in  any  American 
shipbuilding  program  to  preserve  the  U.S.  shipbuilding  mobilization 
base  • 
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CHAPTER  IV 


OPTIONS 

As  stated  previously,  the  intent  of  this  study  was  to  determine 
policies  or  programs  which  could  support  the  U.S.  shipbuilding  industry. 
The  research  was  undertaken  without  bias  towards  any  potential  solution. 
The  seven  principal  options  and  the  supplemental  recommendations 
discussed  below,  evolved  from  sessions  held  at  the  end  of  the  research 
phase,  using  the  brain-storming  technique. 

Measures  of  Effectiveness  were  developed  during  a  similar  session  to 
assist  in  comparing  the  options.  The  following  five  measures  were 
selected:  Cost  to  the  taxpayer,  impact  on  shipbuilding,  political 
acceptability,  impact  on  maritime  or  naval  forces,  and  legislative 
feasibility.  A  basic  analytical  process  guided  the  authors*  systematic 
consideration  of  each  option  with  respect  to  this  range  of  issues  and 
resulted  in  the  selection  of  the  most  acceptable  options.  Appendix  A 
contains  a  detailed  description  of  the  evaluation  process. 

1.  BUILD  AND  CHARTER 

A.  Discussion.  Build  and  charter  is  a  means  of  financing 
construction  of  support  type  ships  that  the  Navy  needs  through  investment 
of  private  capital.  When  completed,  those  ships  are  chartered  to  the 
Navy  for  long  term  use  to  meet  specific  Defense  Department  requirements. 
The  build  and  charter  program  could  be  used  to  expand  the  shipyard  work 
base  if  the  government  would  include  more  of  the  Navy*s  single  mission  or 
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single  product  ships  under  the  build  and  charter  construction  program. 
This  would  also  increase  the  size  of  the  Navy  with  a  minimum  of  current 
year  funding. 

A  valid  military  requirement  for  a  ship  or  ships  is  identified  with 
specific  characteristics  that  the  vessels  must  possess.  The  Navy 
determines  that  the  acquisition  of  ship  services  by  build  and  charter 
procurement  is  more  advantageous  than  by  use  of  Shipbuilding  and 
Conversion,  Navy  (SON)  funds.  The  Military  Sealift  Command  (MSC)  issues 
requests  for  proposals  for  financing  and  construction  of  ships  for  long 
term  charter  by  MSC.  After  the  proposals  have  been  received  and 
evaluated,  an  offer  is  selected  to  finance  the  ships,  construction  of  the 
ships  is  arranged,  and  a  charter  agreement  is  negotiated  with  MSC.  After 
selection,  the  prime  contractor  arranges  for  a  construction  contract  with 
a  shipyard,  and  then,  either  the  contractor  or  the  shipyard  contracts 
with  financial  institutions  to  arrange  short-term  financing  for 
construction  of  the  ship.  When  the  ships  are  ready  for  operation,  the 
owner  delivers  the  vessels  to  MSC  under  the  terms  of  the  charter 
agreement.  The  equity  owner's  capital  and  proceeds  from  the  sale  of 
bonds  are  used  to  pay  off  the  financial  institutions  which  financed 
construction  of  the  vessels.  MSC  then  pays  the  owners  a  daily  charter 
rate.  Over  a  period  oi  time,  charter  payments  will  return  the 
capitalized  cost  of  the  ships  to  the  owners,  plus  a  return  on  their 
investment . 

B.  Advantages .  Build  and  charter  offers  a  viable  alternative  to  the 
use  of  appropriated  funds  at  a  lower  economic  cost  to  the  government. 

When  compared  to  SCN  funding,  build  and  charter  minimizes  the  initial 


28. 


outlay  of  money  for  acquisition  of  ships  needed  by  the  Navy.  Under  the 


direct-buv  approach,  the  total  amount  necessary  to  construct  a  ship  must 
be  appropriated  and  expended  prior  to  the  delivery  of  the  ship.  In  many 
cases,  the  sheer  magnitude  of  the  amount  involved  may  delay  action  even 
though  the  requirement  has  been  validated  by  the  Navy  and  Congress. 
However,  under  build  and  charter,  the  expenditure  of  money  is  spread  over 
the  economic  life  of  the  ship.  This  lessens  the  short-term  impact  within 
the  defense  budget  since  no  money  is  required  until  the  ship  is  ready  for 
sea  and  the  construction  cost  is  spread  over  the  useful  life  of  the 
ship.  Other  advantages  are  accrued  by  the  use  of  private  capital  rather 
than  SCN  funds,  cost  overruns  are  minimized  with  a  fixed  price  contract, 
and  contract  changes  are  inhibited. 

C.  Pi ^advantages .  Critics  claim  that  build  and  charter  procurement 
is  more  costly  to  the  Navy  in  the  long  term.  Interest  costs  do  increase 
dollar  outlays,  but  overall  cost  is  less  under  the  present  value  of  money 
theory.  However,  the  overall  cost  to  the  government  is  raised  due  to  the 
tax  shelter  benefits  accrued  to  the  investors  which  deprives  the  treasury 
of  revenue.  Another  objection  is  that  build  and  charter  procurement 
circumvents  Congress.  Finally,  the  number  of  ships  required  by  MSC  is 
limited.  Therefore,  an  expanded  build  and  charter  program  could  provide 
only  a  minimum  impetus  to  the  shipbuilding  industry* 

2.  CARGO  RESERVATION 

A.  Pi scussion.  Many  countries  are  supporting  their  shipping 
industries  by  increasing  the  number  of  bilateral  trade  agreements  with 
cargo  reservation  clauses.  These  agreements  require  that  a  certain 
percentage  of  specified  cargo  be  carried  in  ships  flying  the  flags  of  the 
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signatories.  This  practice  is  particularly  prevalent  among  the  lesser 
developed  nations.  The  United  Nations  Conference  on  Trade  and 
Development  (UNCTAD)  Code  of  Liner  Conduct,  expected  to  be  signed  in 
1983,  would  reserve  forty  percent  of  the  cargo  for  each  of  the  parties  to 
a  bilateral  trade  agreement.  However,  the  U.S.  is  not  expected  to  be  a 
signatory  to  this  code.  Increasing  U.S.  involvement  in  bilateral  trade 
agreements  which  contain  reservation  clauses  could  be  used  to  stimulate 
U.S.  merchant  shipping,  and  thereby  provide  secondary  impact  on  the 
shipbuilding  industry. 

B.  Advantages .  Trade  agreements  containing  cargo  reservation 
clauses  are  attractive  in  that  they  do  not  represent  a  costly  direct 
government  subsidy,  rather  costs  are  passed  on  to  the  consumer.  Entering 
bilateral  or  multilateral  agreements  can  also  be  accomplished  without 
extensive  Congressional  debate  and  changes  to  the  existing  law. 

C.  Disadvantages.  The  impact  of  bilateral  trade  agreements  on  the 
U.S.  shipbuilding  industry  is  only  a  secondary  impact.  If  more  than  a 
minor  impact  on  the  shipbuilding  industry  is  desired,  it  would  be 
necessary  to  maintain  policies  which  require  U.S.  flag  ships  to  be  built 
in  the  U.S.  if  they  were  to  partake  of  the  reserved  trade.  The  major 
impediment  to  implementation  of  increased  bilateral  agreements  containing 
cargo  reservation  clauses  is  the  major  commitment  of  the  Reagan 
administration  to  Mfree  trade"  policies.  Even  those  bilateral  agreements 
with  cargo  reservation  clauses  that  the  U.S.  has  negotiated  state  that 
ships  of  the  signatories  need  only  be  used  when  they  are  available  at 
"competitive  rates".  This  essentially  limits  their  effect  on  U.S. 
shipping  because  of  the  higher  U.S.  operating  costs. 


30. 


3.  CONSTRUCTION/MODERNIZATION  POLICY 


A.  Discussion*  This  option  would  require  shipping  companies  to 
spend  a  set  percentage  of  their  construction  or  modernization  funds  in 
U.S.  shipyards  if  their  ships  are  to  qualify  to  receive  operating 
differential  subsidies  and  to  qualify  for  reserved  cargo.  In  the  past, 
government  operating  differential  subsidies  were  paid  only  for  U.S.  flag 
ships  constructed  in  U.S  shipyards.  Recent  legislative  changes  allowed 
ship  operators  to  acquire  ships  abroad,  operate  them  under  U.S.  flag  and 
receive  this  subsidy  for  a  trial  period.  The  result  was  almost  a  total 
loss  of  commercial  business  for  the  higher  priced  U.S.  shipbuilding 
indus try. 

A  possible  compromise  between  past  and  the  trial  policies  would 
allow  an  operator  to  build,  acquire,  or  modernize  ships  abroad  under  the 
condition  that  the  he  spend  a  percentage  of  the  foreign  cost  in  U.S. 
shipyards  within  a  prescribed  period  of  time  in  order  to  qualify  for  the 
operating  differential  subsidy.  Further,  this  obligation  to  spend  money 
in  U.S.  shipyards  could  be  made  transferable  from  one  company  to 
another.  This  option  is  illustrated  by  the  following  example: 

(1)  Company  A  wants  to  build  three  ships  for  which  it  desires  to 
receive  an  operating  differential  subsidy  for  use  in  moving  reserved 
cargo.  The  U.S.  cost  to  build  the  ships  would  be  $300M,  but  the  cost  to 
build  them  overseas  would  be  only  $100M. 

(2)  To  qualify  for  the  subsidy  under  the  old  policy,  the  operator 
would  be  required  to  build  in  the  U.S.,  which  would  result  in  an  expense 
of  $200M  more  than  the  cost  of  building  abroad.  Under  this  compromise 
plan,  the  owner  would  be  allowed  to  build  abroad  at  a  cost  of  $100M,  but 
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he  would  also  incur  an  obligation  to  spend  money  in  U.S.  shipyards. 

(3)  If  the  percentage  requirement  for  U.S*  expenditure  had  been 
set  at  20  percent,  the  company  would  now  be  required  to  spend  $20M  in 
U.S.  shipyards  on  either  construction  or  modernization  within  a  given 
timeframe,  for  example  18  months. 

(4)  If  Company  A  had  no  requirement  to  spend  the  $20M  in  U.S. 
yards  on  modernization  or  other  work,  the  obligation  could  be  transferred 
to  another  company,  Company  B,  which  has  work  to  be  accomplished.  In 
this  case,  Company  A  pays  Company  B  $10M  to  assume  the  obligation. 

(5)  At  this  point,  Company  A  has  built,  purchased,  or  modernized 
its  ships  abroad  at  a  total  cost  of  $110M  which  compares  favorably  to  the 
$300M  it  would  have  cost  to  do  the  same  work  in  the  U.S.  Company  A's  new 
ships  are  also  eligible  for  the  operating  differential  subsidy  and  to 
ship  reserved  cargo. 

(6)  Company  B  can  now  have  $20M  worth  of  work  done  in  U.S.  yards 
at  an  actual  cost  to  the  company  of  only  $10M  (having  received  $10M  from 
Company  A) . 

B.  Advantages .  This  option  would  ensure  that  some  commercial 
business  is  retained  in  U.S.  shipyards  while  still  allowing  U.S* 
companies  to  take  advantage  of  lower  foreign  shipbuilding  costs. 
Congressional  adjustment  of  the  percentage  of  foreign  expenditure  that 
companies  would  be  required  to  spend  ir  ’  shipyards  would  allow 
control  of  the  amount  of  money  funneled  to  the  U.S.  yards,  and,  thus, 
indirectly  influence  the  size  of  the  U.S.  industrial  base.  Additionally, 
the  subsidy  in  this  case  is  not  a  direct  government  outlay.  Rather,  the 
cost  is  nidden  and  can  be  justified  as  being  the  cost  of  qualifying  for 
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the  operating  subsidy.  Because  this  plan  would  apply  only  to  ships  which 
are  to  qualify  for  government  operating  differential  subsidies,  it  would 
seem  that  such  an  approach  should  have  some  chance  of  success  in  these 
times  when  Congress  is  considering  requiring  foreign  auto  makers  to  build 
cars  in  the  U.S.  if  they  are  to  be  sold  in  the  U.S. 

C.  Disadvantages.  This  program  is  an  industry  subsidy  and  could 
lead  other  troubled  U.S.  industries  to  seek  similar  relief.  For  example, 
the  U.S.  steel  industry  could  lobby  for  laws  which  required  the 
automobile  industry  to  use  a  prescribed  percentage  of  U.S.  steel  in 
automobiles  manufactured  in  the  U.S.  Such  support  for  an  industry  is  in 
general  opposition  to  the  free  enterprise  policies  of  the  present 
administration. 

4.  BUILD  AND  LEASE/LAY-UP 

A.  Discussion.  Build  and  lease/lay-up  is  another  means  of  financing 
construction  of  support  type  ships.  The  U.S.  government  would  initiate  a 
modest  construction  program  and  then  lease  the  ships  to  comnercial  ship 
operators.  The  ships  that  couldn't  be  leased  would  be  placed  into  the 
Ready  Reserve  Fleet  ( RRF ) . 

In  the  event  of  mobilization,  numerous  ships  will  be  required  to 
transport  men,  weapons  and  support  equipment  to  the  theatre  of 
operation.  A  government  funded  construction  program  would  be  a 
contributing  factor  in  ensuring  that  a  sufficient  quantity  of  ships  are 
available  during  mobilization.  At  the  same  time,  such  a  program  would 
assist  in  maintaining  the  shipbuilding  industrial  base. 


The  government  would  determine  ship  cargo-carrying  requirements  so 
that  a  standard  design  could  be  finalized.  The  standard  design  would  be 


austere,  yet  flexibility  within  specific  parameters  would  be  maintained 

to  allow  transporting  various  types  of  military  cargo.  Correlation 

between  merchant  ship  characteristics  and  military  sealift  requirements 

would  have  to  be  fully  coordinated.  This  proposal  has  been  made 

previously  by  Mr.  Edwin  Hood  when  he  recommended  that  the  government 

“Initiate  a  maritime-type  program  to  accomplish  prompt  construction  of  30 

or  more  ships  of  potential  military  utility  (breakbulk  vessels  and  medium 

size  clean  product  carriers)  with  Defense  Department  funding,  possibly 
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for  charter  to  commercial  interest  as  naval  auxil lanes . " 

Construction  contracts  would  be  awarded  to  the  shipbuilder  with  the 
proposal  that  is  most  beneficial  to  the  government.  Upon  completion  of 
construction,  the  new  ship  would  be  leased  perhaps  for  five  years  with  a 
renewal  option.  Ships  not  leased  would  be  preserved  and  laid-up  in  the 
reserve  fleet.  Proper  lay-up  maintenance  would  be  performed  in  order  to 
keep  the  vessels  in  a  high  state  of  readiness. 

B.  Advantages.  Currently,  a  sufficient  quantity  of  ships  does  not 
exist  to  meet  mobilization  requirements.  This  option  would  increase  the 
number  of  U.S.  flag  ships  readily  available  upon  mobilization.  Of  more 
importance  to  this  paper,  a  build  and  lease/lay-up  program  would  assist 
in  preserving  a  shipbuilding  industrial  base.  Building  repetitive  hulls 
to  a  standard  simple  design  would  minimize  cost  of  construction  and  life 
cycle  support  costs.  In  addition,  multi-ship  and  multi-year  procurement 
practices  could  be  followed  which  would  also  reduce  the  overall  program 
cost  • 

C.  Pi saavantages .  The  major  disadvantage  of  this  program  is  cost. 

To  build  and  then  lay-up  new  ships  without  using  them  to  generate 
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revenue,  is  a  bold  and  expensive  effort.  Leasing  of  ships  has  to  be 
maximized  to  help  offset  the  construction  costs.  Weighing  the  cost  of 
this  option  against  the  cost  of  maintaining  the  industrial  base, 
excluding  ownership  and  availability  of  the  new  ships,  unfairly  skews  the 
trade-off  analysis  of  the  cost  effectiveness  of  this  program.  Due  to  the 
mission  of  these  ships,  this  program  would  most  likely  be  required  to  be 
funded  by  the  Navy  and  would  compete  with  the  current  naval  shipbuilding 
program  for  available  funds. 

5.  LAY-UP  AND  PRESERVATION  OF  SHIPYARD  FACILITIES 

A.  Discussion.  As  shipyards  clos^.,  the  plant  facilities  are  either 
left  to  deteriorate,  or  they  are  converted  to  other  industrial  or 
commercial  use.  No  adverse  impact  is  felt  until  mobilization  requires 
the  use  of  the  shipyard  facility  which  is  no  longer  available.  When 
specific  shipyard  facilities  are  being  closed,  government  actions  could 
prevent  the  permanent  loss  of  the  shipyard  by  preserving  it  in  its 
entirety,  thereby  allowing  its  availability  to  be  guaranteed  whenever 
mobilization  requirements  dictate  its  activation. 

Currently,  the  Navy  and  the  Maritime  Administration  monitor  the 
status  of  all  shipyards  in  the  U.S.  including  facility  changes,  equipment 
replacements,  and  modifications.  A  government  program  to  intercede  when 
a  vital  shipyard  is  about  to  close  would  provide  a  solution  for  keeping 
needed  facilities  ready  to  meet  mobilization  requirements.  The 
government  would  determine  which  shipyards  would  be  vital  in  the  event  of 
mobilization.  If  one  of  these  shipyard  were  about  to  fail,  the 
government  would  exercise  one  of  the  following  options: 

(1)  Buy  the  facility,  place  it  in  a  preserved  status,  and  perform 
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routine  maintenance  as  required. 

(2)  Buy  the  facility  and  lease  it  with  the  condition  that  the  new 
tenant  preserve  and  maintain  the  facility  and  equipment  to  a  prescribed 
state  of  readiness. 

(3)  Pay  a  subsidy  to  a  new  owner  to  preserve  and  maintain  the  key 
shipyard  machine  shops,  building  ways,  drydocks  and  piers. 

It  is  noteworthy  to  mention  here  that  Japan,  the  leading  shipbuilding 

nation  in  the  world,  undertook  similar  efforts.  In  1978,  the  Japanese 

government  enacted  a  new  law  titled  ‘‘Temporary  Law  for  Stabilizing  the 

Designated  Depressed  Industries . 11  Under  that  law,  government  and 

shipbuilding  interests  jointly  established  an  association  which  was 

initially  financed  by  equal  amounts  of  money,  approximately  J5.1M,  from 
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the  government  and  shipbuilding  interests.  The  function  of  the 
association  was  to  purchase  surplus  land  and  facilities  that  hard  hit 
medium  and  small  shipbuilders  wished  to  sell,  to  review  and  process 
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disposal  plans,  and  to  lease  or  sell  properties  which  were  purchased. 

B.  Advantages .  This  program  would  provide  a  readily  available 
mobilization  base  by  preserving  facilities  and  equipment  which  are 
extremely  costly  and  which  require  a  long  lead  time  to  replace.  By  the 
identification  of  key  facilities,  the  preservation  of  vital  shipyards 
would  result  in  a  less  costly  solution  than  subsidizing  the  entire 
industrial  base. 

C.  Disadvantages .  The  determination  of  which  shipyards  are  to  be 
considered  vital  would  be  a  most  difficult  task.  In  addition,  the 
government  would  be  inserting  itself  into  the  free  enterprise  system  with 
its  associated  legal  rami f ications .  Whereas  this  option  would  preserve 
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the  facility,  it  would  not  prevent  the  loss  of  the  skilled  manpower. 

6.  CONSTRUCTION  DIFFERENTIAL  SUBSIDY 

A.  Discussion.  A  Construction  Differential  Subsidy  (CDS)  is 
intended  to  offset  the  difference  in  cost  for  an  American  owner  to  build 
a  U.S.  flag  ship  in  a  U.S.  shipyard  compared  with  the  cost  to  build  a 
similar  ship  overseas.  Until  the  CDS  was  eliminated  by  the  Reagan 
Administration,  the  U.S.  government  would  pay  up  to  fifty  percent  of  the 
cost  of  a  U.S.  flag  ship  which  was  built  in  the  U.S.  In  order  to  attract 
commercial  shipbuilding  business  for  U.S.  yards,  a  higher  CDS  would  have 
to  be  authorized  under  current  market  conditions. 

Shipbuilding  in  the  U.S.  has  generally  been  more  expensive  than  in 
Europe  or  in  Japan.  Also,  as  previously  discussed,  several  developing 
countries.  Taiwan  and  South  Korea  in  particular,  have  entered  the  world 
shipbuilding  market,  and  are  building  ships  at  an  even  lower  cost.  The 
reasons  for  the  cost  differences  can  be  partially  attributed  to  the  fact 
that  shipbuilding  is  a  labor  intensive,  heavy  assembly  industry. 

American  labor  costs  are  several  times  greater  than  labor  costs  in  the 
developing  and  other  shipbuilding  countries.  Another  reason  for  the  cost 
difference  is  that  every  other  maritime  country  provides  some  form  of 
government  protection,  subsidy,  or  both,  to  its  shipbuilding  industry. 
Shipbuilding  has  been  adopted  by  some  countries  as  a  means  to  begin 
industrialization,  to  generate  foreign  exchange  credits,  and  to  build 
national  merchant  fleets  to  expand  international  trade.  Not  only  have 
the  governments  of  these  countries  invested  in  shipbuilding,  but 
technical  and  financial  assistance  has  been  received  from  traditional 
shipbuilding  countries  such  as  the  United  Kingdom,  West  Germany,  the 
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Netherlands  and  Japan. 
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Without  the  backing  of  the  U.S.  government,  it  has  become  almost 

impossible  for  the  American  shipbuilder  to  compete  with  foreign 

shipbuilders  in  the  world  market.  Even  when  the  CDS  was  available  for 

fifty  percent  of  the  construction  cost,  American  shipbuilders  were  unable 

to  compete  with  some  foreign  shipyards.  It  has  been  postulated  that  even 

if  the  lowest  cost  U.S.  shipyard  were  to  charge  zero  dollars  for  labor, 

it  could  not  match  the  the  price  for  which  Japanese  and  South  Korean 
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shipyards,  among  others,  are  presently  willing  to  sell  ships.  Any 
new  CDS  program  would,  therefore,  have  to  offer  an  even  greater  level  of 
subsidy  or  be  combined  with  other  policies,  such  as  cargo  preference,  to 
be  viable  in  the  current  market.  A  reduction  in  the  wage  rate  of 
shipyard  workers  would  probably  also  have  to  accompany  any  reinstatement 
of  a  federal  subsidy  program  for  shipbuilding. 

B.  Advantages.  A  CDS  program  would  help  to  again  place  the  American 
shipbuilder  on  a  more  equal  basis  with  foreign  shipbuilders  who  currently 
enjoy  substantial  assistance  from  their  governments.  Also,  federal 
expenditures  would  contribute  to  building  the  American  merchant  marine 
while  also  preserving  the  shipbuilding  mobilization  base. 

C.  Disadvantages.  It  is  contrary  to  the  American  belief  in  free 
enterprise  to  provide  government  subsidies  to  industry.  Assistance  of 
this  type  is  not  normally  available  to  any  other  American  industry.  In 
the  current  economic  climate,  it  is  politically  improbable  that  a  subsidy 
program  to  support  the  shipbuilding  industry  could  be  reinstated  unless 
it  could  be  established  that  preserving  the  shipbuilding  base  was  a  high 
priority  for  national  security.  This  is  particularly  true  under  the 
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Reagan  administration  which  strongly  favors  a  diminished  role  of 

government  in  regulating  business.  This  administration,  after  all, 

eliminated  the  previous  CDS  program.  It  could  be  argued  that  in  the 

past,  federal  subsidies  have  propped-up  the  maritime  industries  and 

thereby  reduced  their  incentive  to  compete  effectively  in  the  world 

market  through  innovation,  modernization  and  control  of  wages. 

Finally,  to  be  effective,  this  option  would  necessarily  be  expensive 

to  the  American  taxpayer.  Under  the  previous  CDS  program,  the  government 
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spent  over  $1.8  billion  between  1936  and  1973.  With  the  number  of 
countries  that  have  emerged  as  leading  shipbuilders  since  1973,  it  can  be 
anticipated  that  competition  would  drive  the  cost  of  a  subsidy  program 
significantly  higher. 

7.  FOREIGN  MILITARY  SALES 

A*  Discussion#  The  U.S.  has  not  been  very  active  in  building  ships 
for  foreign  military  sales.  Australia  purchased  three  guided  missile 
destroyers  in  the  1960's  and  four  guided  missile  frigates  in  the  1970's. 
West  Germany  purchased  three  guided  missile  destroyers  in  the 

mid-1960's.  More  recently,  Saudi  Arabia  has  purchased  a  number  of 
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missile  patrol  boats  of  two  different  classes  from  the  U.S. 

There  has  been  a  significant  demand  from  allied  nations  for  modem 

destroyers,  frigates,  missile  patrol  boats  and  diesel  submarines.  In 

many  cases  this  demand  has  resulted  from  the  need  to  replace  former  U.S# 

Navy  ships  which  were  transferred  to  allies  as  the  U.S.  modernized  its 

fleet.  Although  clearly  a  world  leader  in  naval  shipbuilding,  the  U.S. 

has  not  been  very  successful  in  selling  naval  ships.  The  reason  for  this 

is  primarily  that  the  U.S.  Navy  is  interested  in  building  larger,  more 
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complex  ships  to  satisfy  a  world-wide  naval  strategy.  These  ships  are 
usually  more  capable  than  needed  by  most  other  navies,  and  generally  more 
expensive  than  most  countries  can  afford.  Furthermore,  since  the  U.S. 
has  not  built  a  diesel  submarine  for  over  twenty  years,  the  technical 
base  would  be  too  expensive  to  reestablish  in  order  for  the  U.S.  to  be 
competitive  with  other  Western  countries  that  have  submarine  building 
programs . 

While  the  U.S.  has  been  successful  in  a  limited  scale  in  selling 
missile  patrol  boats,  a  larger  naval  ship  would  have  to  be  built  in 
greater  numbers  in  order  to  significantly  affect  the  U.S.  shipbuilding 
mobilization  base.  A  small  frigate  of  about  3000  tons  full-load 
displacement  and  designed  to  perform  the  ocean  escort  mission  would 
probably  be  the  most  attractive  naval  surface  ship  for  most  of  our 
allies.  A  ship  of  this  type  could  be  equipped  with  modern  U.S.  weapons 
and  sensors  such  as  a  passive  towed  sonar  array,  a  medium  range  active 
sonar  and  a  single  helicopter  for  anti-submarine  warfare,  a  NATO  Sea 
Sparrow  and  Phalanx  gatling  guns  for  anti-air  warfare,  and  canister 
launched  Harpoon  missiles  for  surface  warfare.  Gas  turbine  or  combined 
diesel  and  gas  turbine  (CODOG)  propulsion  would  provide  sufficient 
maximum  speed  for  ocean  escort  missions  while  ensuring  a  small  crew 
complement • 

Not  only  could  a  small  escort  ship  be  designed  and  built  in  the  U.S. 
for  allied  requirements,  but  it  could  also  be  built  for  use  by  the  U.S. 
Naval  Reserve.  The  design  could  be  fully  tested,  modified,  and  updated 
as  necessary  through  continued  service  with  the  reserve  forces.  At 
mobilization,  this  design  would  be  ready  for  serial  production  to  provide 
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the  large  number  of  ocean  escorts  which  will  be  needed  for  convoy 
protection . 

B.  Advantages .  The  U.S.  should  be  able  to  compete  favorably  with 
other  Western  countries  in  building  modern  warships  for  sale  to  foreign 
countries.  The  U.S.  already  has  a  large  naval  shipbuilding  base  and  is 
in  the  forefront  in  naval  weapon  development.  Ships  built  in  the  U.S. 
for  foreign  sale  could  be  supported  with  a  well  developed  logistic  base, 
including  training,  spares  and  maintenance  support.  This  option  would 
also  eliminate  federal  financial  support  beyond  the  initial  development 
of  the  prototype  design.  This  design  would  be  available  to  put  into 
serial  production  in  shipyards  which  would  already  be  experienced  in 
building  these  ships  when  needed  during  mobilization. 

C.  Disadvantages .  The  construction  of  naval  ships,  frigate  size  and 
smaller,  would  not  necessarily  preserve  the  capability  to  reactivate, 
repair  and  build  merchant  ships.  The  current  naval  shipbuilding  plan 
will  maintain  an  adequate  repair  and  building  capability  for  naval  ships 
only.  Also,  foreign  military  sales  are  politically  sensitive  and  the 
human  rights  policy  under  the  Carter  administration  may  have  had  a 
lasting  adverse  effect  on  certain  potential  customers. 

Finally,  in  order  to  make  naval  ships  constructed  in  the  U.S. 
attractive  to  a  foreign  navy,  the  ships  would  have  to  bu  fitted  with  the 
current  state-of  the-art  weapons  and  sensors.  The  risk  of  this 
technology  being  used  against  the  U.S.  would  have  to  be  weighed  against 
the  opportunity  for  increased  foreign  military  sales,  as  exemplified  by 
the  situation  in  Iran. 
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8.  OTHER  PROGRAMS /INCENTIVES .  In  addition  to  the  seven  major  options 
discussed  above,  there  are  a  number  of  other  programs,  initiatives  and 
incentives  which  could  be  undertaken  to  preserve  or  stimulate  the 
shipbuilding  industry.  These  may  be  similar  to  incentives  used  by 
foreign  countries  to  support  their  industries  or  may  be  expansions  of 
programs  already  in  existence  in  the  U.S.  Although  each  of  these  might 
have  some  impact,  the  effect  of  any  one  is  considered  minimal  in  terms  of 
overall  support  of  the  shipbuilding  industry.  For  this  reason,  they  were 
not  evaluated  in  depth.  It  is  felt  that  one  or  more  of  the  below  listed 
programs  could  be  used  to  round  out  a  comprehensive  U.S.  policy: 

a.  Trade-in  allowances  for  older  ships 

b.  Construction  loan  interest  subsidies 

c.  Official  low  interest  loans 

d.  Accelerated  depreciation  for  ships  and  shipyard  equipment 

e.  Duty  free  import  of  ship  construction  materials 

f.  Increased  R&D  funding  through  the  Navy 

g.  Establishment  of  R&D  funding  available  for  non-Navv  shipbuilding 

h.  Expansion  of  Title  XI  loan  guarantees  to  products  other  than 
ships  produced  by  shipyards  to  promote  diversification 

i.  Laws  requiring  ships,  oil  rigs,  etc.,  used  on  the  continental 
shelf  to  be  constructed  in  the  U.S. 

j.  Relaxation  of  anti-trust  laws. 
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CHAPTER  V 


CONCLUSION 

Cone lusion 

As  the  research  for  this  project  progressed,  it  became  increasingly 
apparent  to  the  authors  that  the  preservation  of  the  American 
shipbuilding  industry  is  a  complex  problem  which  demands  an  imaginative 
solution.  It  also  became  clear  that  to  implement  any  feasible  solution 
will  require  the  joint  cooperation  and  support  of  the  federal  government, 
shipbuilding  and  shipping  companies,  and  the  maritime  labor  unions. 
Furthermore,  no  solutions  were  discovered  that  were  both  feasible  and 
inexpensive.  Not  unlike  the  current  plan  to  repair  the  American  highway 
system,  a  plan  to  renovate  the  American  maritime  industry  will  not  be 
cheap.  For  this  reason,  the  public  and  the  leaders  of  government  must  be 
alerted  to  the  dire  consequences  which  could  be  imposed  upon  both 
national  security  and  possibly  our  international  trade  if  the 
shipbuilding  and  shipping  industries  are  totally  abandoned  and  allowed  to 
decay  any  further. 

The  analysis  of  the  seven  major  options  selected  strongly  favored 
cargo  reservations  and  bilateral  trade  agreements.  This  conclusion  was 
reached  primarily  because  cargo  reservations  for  U.S.  built  ships  would 
create  a  market  for  U.S.  shipyards,  would  be  in  the  form  of  an  indirect 
subsidy,  and  would  be  in  consonance  with  trade  policies  accepted  by  most 
other  countries  of  the  world.  Although  the  Reagan  administration  does 
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not  currently  favor  any  policy  which  restricts  free  trade,  it  is  the 
conclusion  of  this  study  that  the  U.S.  must  actively  pursue  trade 
reservation  policies  either  through  bilateral  trade  agreements  or 
multi-lateral  agreemen  s  such  as  the  UNCTAD  Code  of  Liner  Conduct. 

Similar  policies  developed  through  such  international  efforts  as  General 
Agreement  on  Tariffs  and  Trade  (GATT)  or  Organization  for  Economic 
Cooperation  and  Development  (OECD)  should  also  be  investigated.  Passage 
of  the  Boggs  Bill  would  be  an  excellent  first  step  in  showing  the 
national  resolve  which  will  be  necessary  if  the  U.S.  merchant  shipping 
and  shipbuilding  industries  are  to  be  supported  at  the  levels  necessary 
to  sustain  mobilization  requirements. 

Foreign  military  sales  and  construction  or  modernization  policy  were 
the  second  and  third  options,  respectively,  in  order  of  merit.  It  was 
concluded  that  these  options  should  be  combined  with  trade  agreements  to 
form  the  base  of  a  national  maritime  program.  The  advantages  of  these 
three  options  are  complementary  while  the  disadvantages  of  the  combined 
options  are  not  significantly  greater  than  the  most  acceptable  option, 
trade  agreements,  taken  by  itself.  Although  detailed  evaluation  of  the 
other  lesser  initiatives  discussed  at  the  end  of  the  previous  chapter  was 
not  undertaken  in  this  paper,  it  is  felt  that  they  should  also  be  given 
consideration  for  implementation  as  part  of  an  overall  maritime  policy. 
This  is  particularly  true  of  increased  R&D  funding  to  stimulate  industry 
productivity  improvements.  The  authors  feel  that  once  a  government 
commitment  to  the  industry  has  been  demonstrated,  additional  impetus  will 
be  generated  from  within  the  commercial  sector.  However,  until  some 
initiatives  are  undertaken  by  government,  private  enterprise  will  not 
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undertake  costly  productivity  improvements  and  modernization. 

Re  c  ommenda  t i on 

It  is  the  recommendation  of  this  research  group  that  a  national 
maritime  program  be  adopted  to  revitalize  the  American  shipbuilding  and 
shipping  industries.  The  priority  of  this  program  should  be  commensurate 
with  its  importance  to  national  security.  A  national  maritime  program 
should  include  the  following  initiatives  which  would  preserve  the 
shipbuilding  mobilization  base: 

a.  First,  the  U.S.  should  pursue  bilateral  and  multi-lateral  trade 
agreements  which  include  cargo  reservations  for  U.S.  built  flag  ships. 

b.  Second,  the  U.S.  should  promote  the  construction  of  naval  ships 
for  sale  to  allied  nations.  An  innovative  design  and  prototype 
development  for  a  small  frigate  or  corvette  which  could  be  serially 
produced  in  large  numbers  should  be  initiated  by  the  Navy. 

c.  Third,  U.S.  shipping  companies  should  be  required  to  spend  a 
prescribed  percentage  of  their  construction  and  modernization  budget  in 
U.S.  shipyards  in  order  to  qualify  for  operating  differential  subsidies 
and  reserved  cargo. 
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APPENDIX  A 


EVALUATION  OF  OPTIONS 

Although  all  of  the  options  satisfied,  to  various  degrees,  the  basic 
objective  to  preserve  all  or  a  portion  of  the  shipbuilding  industrial 
base,  a  non-biased  approached  was  necessary  to  evaluate  the  various 
options.  To  maximize  objectivity  and  minimize  subjectivity,  measures  of 
effectiveness  (MOE)  were  developed.  Each  MOE  was  then  assigned  a 
relative  weight  on  a  scale  of  ten  according  to  its  importance. 

The  MOE's  used  in  this  analysis  were: 

MOE  1  -  Cost  to  the  Taxpayer  -  Cost  is  a  very  significant  factor, 
especially  when  one  considers  the  extremely  high  deficit  of  the  federal 
budget  and  the  growing  attitute  towards  reducing  the  portion  of  the 
budget  for  the  Department  of  Defense.  The  weight  assigned  to  this  MOE  is 
8. 

MOE  2  -  Impact  on  the  Shipbuilding  Base  -  This  MOE  is  the  most 
important  inasmuch  as  the  major  thrust  of  this  paper  is  to  develop  ways 
to  preserve  the  shipbuilding  industrial  base  in  the  U.S.  Some  options 
will  maintain  a  broad  geographical  base  of  facilities  and  equipment 
without  skilled  workers;  others  will  preserve  facilities,  equipment  and 
skilled  workers  within  a  narrower  base.  The  assigned  weight  is  10. 

MOE  3  -  Political  Acceptability  -  Not  all  of  the  options  possess  the 
same  degree  of  political  acceptability.  The  impact  on  the  job  market, 
the  free  enterprise  system,  and  public  support  will  affect  the  successful 
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implementation  of  this  option.  This  MOE  is  assigned  a  weight  of  8. 

MOE  4  •  Impact  on  Maritime /Naval  Forces  -  In  addition  to  preserving 
the  shipbuilding  industrial  base,  most  options  will  also  provide  benefits 
to  the  merchant  and  naval  fleets  in  the  form  of  either  ship  design  or 
additional  ships.  This  measure  must  be  included  in  the  evaluation  to 
counter  balance  MOE  1  which  deals  with  cost.  Some  options  have  a 
significantly  higher  cost  associated  with  them;  however,  the  final 
product  includes  additional  ships.  The  assigned  weight  is  5. 

MOE  5  -  Legislative  Feasibility  -  The  legislative  aspect  must  be 
included  since  gaining  the  approval  of  Congress  or  the  responsible  agency 
would  be  easier  for  some  options  compared  with  others.  Many  questions 
will  arise.  Is  legislative  action  required?  How  complex  is  the  issue? 

Is  it  a  recurring  issue?  The  degree  of  legislative  feasibility  can 
enhance  or  hinder  the  implementation  of  the  option.  The  assigned  weight 
to  MOE  5  is  6. 

After  establishing  the  measures  of  effectiveness,  all  options  were 
rated.  A  score  of  1  co  10  was  given  based  upon  the  relative  impact  on 
the  MOE.  The  weighted  score  for  each  option  was  found  by  multiplying  the 
score  for  each  MOE  by  the  assigned  weight  for  that  MOE.  The  total 
weighted  score  is  found  by  adding  all  the  weighted  scores  for  that  option 
to  determine  the  ranking  of  the  options.  Figure  7  displays  the  results 
of  this  process. 
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LIST  OF  OPTIONS 


1.  BUILD  AND  CHARTER 

2.  CARGO  RESERVATION 

3.  CONSTRUCT ION /MODERNIZATION 

4.  BUILD  AND  LEASE/LAY-UP 

5.  LAY-UP  AND  PRESERVATION  OF  SHIPYARD  FACILITIES 

6.  CONSTRUCTION  DIFFERENTIAL  SUBSIDY 

7.  FOREIGN  MILITARY  SALES 


LIST  OF  OPTIONS  AND  OPTION  RANKING 


OPTION 


MOE 

MOE 

1 

2 

3 

4 

s 

6 

7 

WEIGHT 

(score/weighted  sc 

ore) 

1 

Cost  to  taxpayer 

8 

2/16 

8/64 

10/80 

1/8 

4/32 

3/24 

9/72 

2 

Impact  on  Shipbuild 

10 

3/30 

9/90 

5/50 

7/70 

7/70 

6/60 

3/30 

3 

Political  Acceptance 

8 

2/16 

7/56 

3/24 

1/8 

2/16 

1/8 

4/32 

4 

Impact  on  Maritime 

5 

3/15 

7/35 

2/10 

9/45 

0/0 

5/25 

1/5 

5 

Legislative  Feasibility  6 

7/42 

3/18 

3/18 

5/30 

2/12 

7/42 

8/48 

Total  Weighted  Score 

118 

263 

182 

161 

130 

159 

197 

OPTION  RANKING 

7 

1 

3 

4 

6 

5 

2 

1 .  CARGO  RESERVATION 

2.  FOREIGN  MILITARY  SALES 

3.  CONSTRUCTION/MODERNIZATION 

4.  BUILD  AND  LEASE/LAY-UP 

5.  CONSTRUCTION  DIFFERENTIAL  SUBSIDY 

6.  LAY-UP  AND  PRESERVATION  OF  SHIPYARD  FACILITIES 

7.  BUILD  AND  CHARTER 

Figure  7. 
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